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AUDITORS' REPORT

To the Directors and Shareholders of
360networks Inc. (lormerly Worldwide Fiber Inc.)

We have audited the consolidated balance sheets of 360neiworks inc. (formerly Worldwide
Fiber Inc.} as at December 31, 1999 and 1998 and tha consolidated income slatements and
staternents of changes in shareholders' equily and cash flows for the year ended December 31,
1999 and far the period from February 5, 1998 (date of incorporation) to December 31, 1898, These
financial statements are the responsitility of the Company’s management. Our respansibility Is to
express an opinion on these financial slatements based on our audits.

We conducted our audits in accordance with ganerally accepled auditing standards in the
United States. Those slandards require lhat we plan and pedorm an audit to oblain reasonable
assurance whether the financial statemants are free of malerial misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures In the financial
slatements, An audit also Includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the ovarall financial stalement presantalion.

In our opinion, these consolidated financial statements presant fairly, in all material respecls,
the financial position of the Company as at December 31, 1559 and 1898 and the resulls of its
operalions and its cash flows lor the year ended December 31, 1898 and for lhe period from
February 5, 1998 (date of Incorporalion) to December 31, 1988 in accordance with ganerally
accepted accounting principles In the United Statas.

On February 25, 2000 except for Nole 16 which is as ot March 20, 2000, we reportad
separately 1o the Directors of 360networks inc. on consolidated financial stalements for the year
endad December 31, 1939 and period from February 5, 1998 (date of incorporation) fo
December 31, 1898 prepared in accordance with generally accepted accounting principles in
Canada.

PricewaterhouseCoopers LLP

Vancouver, Canada
February 25, 2000 except for Note 15 which is
as of March 20, 2000
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d60networks Inc.
{tormerly Worldwlde Flber Inc.)

Consolidated Balance Sheets
As at December 31, 1999 and 1998

“(tabular amounts expressed in thousands ot U.S. dollars)

Assels

Current assals ,

Cash and cash equivalents .. . ...... .
Short term invesiments .. ... ...
Accounts receivable {nota 4) , . ... .. ..
Unbilled revenue [rote 4 &« .. s v svs s n v vus
Inventory (nete ) o v v v e v ev s v v n o .
Due from pacent-net {nota &) v v v v e v v e e n v
Delerred tax assat [nole 11) .. ... ..o v i ns .

R R I A A A BT .

Property and equipment—nel (nOta d) . ... o oo eu vt
Assels under construclion . ..., ...
Peferredlaxasset{note 11} .. ... v s it i etasrnncencsransas
Delerred financing costs—nel . ... cvv v et s

P N A I A A B N

R N N R N R A I B RN ]

Liabllities

Current Ylabllitlea
Accounts payabls and accrued liahilities (hotes A and 6} , . . .
Defared fAVBNUA . i v v i v e n v s s s v gum st nrsrentsosastsoarnessnsannsvrsns
incorme taxes payable .. ..... .

Delerred tax llabllity {(note 11} .. oo vvi v s
Senlornetes (nole7) .. v s s s nnsnns

Minorlly Interest .. .o nuinriacrinensaennrsns

Redeemable Converlible Proferred Stock
Authorized:

100,000,000,000 Sades A Non-Voling Redeemabls Convertible Prefarred Shares

100,000,606,000 Serias B Subordinate Voling Redeemable Converlibie Praferred Shares

45,000,000 Series C Redaemable Prafarred Shares, no par value e

lssued and outstanding:

150,851,312 ({1998—nil} Series A NonVoting Redeemable Convertible Prefarred Shares
(including accretion of discount from redemphon value of $6,465,000 and net of issuance
costs ol 5168000  note B) v . v v u s v e i s e e

Shareholders’ Equity
Capital stock {nate 9)
Authorized;

Unlimitad numbar of Class A NonVating, Class B Subocdinale Voting and Class C Mulliple
Voling Shares, no par valua

Issued and outstanding:

153,426,400 {1998—ni) Class A MonVoting Shargs ., ...... .
§2,629 600 (1598—80,004,800) Class B Subordinats Voling Shares .
81,840,000 {1998—nil) Class C Multiple Voling Shares . . . .
Other capilalaccounds . . ...... R
{Deficlt) retalned earnings .. ... ...« PPN

R R I R R I I R R ]

R N O R ] NN

P N A I R A I B R R RN

R R B R N BB

Commiiments {nolz 14)
Subsequent events {noles 15)

1899 1998
$ 521,362 & 156,366
21,167 —
35,331 3,272
115,861 10,582
196,959 28,230
— 13,412
8,838 =
£99,338 212,882
77,009 4,014
300,403 11,461
12,040 1,273
22,199 6,650
§1,31058% 5 236,280
S 191478 5 20298
18,831 13,651
84,343 7,609
244352 41,556
3,073 —
675.000 175,000
922 425 216,556
8,676 1,443
349,827 —
236,435 —
10,435 7,400
45,232 —
{221,387} 1,841
(40,875) ,020
29,861 18,261
§1,310,98% § 236,260

The accompanying notes are an intagral part of these consolidated financial statements.
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- 360nehworks Inc.
(formerly Worldwide Flber Inc.)

Consolldated Income Statements

~ For the year ended December 31, 1999 and perlod from
Febtuary 5, 1998 (date of incarporation) to December 31, 1893,
The Company's operations commenced on June 1, 1998

(tabular amounts expressed in thousands of U.S. Dollars except per share amounts)

1999 1998

Revenue ,........co00.. et ae ettt 5 359,746 5 164319
Costs ....covvvninann 250,612 147,621
Gross profit ............ 109,134 16,693
Expenses
Selling, general and administrative . . .. .. v h it i ees 21,846 2,274
Stock-based compensalion «v. vttt raae 7118 —
[BETaT =T =] o O R R 2,958 - 464
31,860 2,738
. 77,174 13,960
Interest eXPENSE ., . i it teterosnstorntsetessssnans 33,908 492
Interestincome . ........ 18,122 267
Income belore equlty Income, Income taxes and minority Interest 61,308 13,735
Equity Income (note 5) .....vuvnanann e — 928
Income before income taxes and minorlty Interest ............ 61,388 14,663
Provislon for Income taxes (Mote 1) . v vuvreeveneannnernnns
UMM, e v v s e s seenvasnansrenssanssnssassssnasasnnnsns 40,338 5,643
Defered . .oy v s s e sanrasnsnasnsraossssesnrnensns {10,024) —
30,314 5,643
31,074 9,020
MINOIIY INEETESE 4 v vt v e e e ee e e ienr st nannas - 7434 -
Net Income farthe perfod . ... ... .ovuns. RPN veesa.e. 5 23840 8 9,020
Basic and fully diluted {loss) earnlngs per share {note 2)..... NN {0.03) $ 0.43

Welghted averagé number of shares used to compute basic and
fully diluted (loss) earnings pershare ..........000ue..... 027,813,808 20,964,178

The accompanying notes are an integral par! of these consolidated financial stataments.




360networks Inc.
(formerly Worldwide Fiber Inc.)
Consoclidated Statements of Changes In Shareholders’ Equity

- . For the year ended December 31, 1999 and
period from February 5, 1998 (date of Incorporation) to December 31, 1998

(tabular amounts expressed In thousands of U.S, dollars)

L]

c!':\" B s.ua«-s:‘n-:auvw: P Cehad Caplad Aestunts
e L "
_ Class A HonYoting Sharas :mmmm mvu-ua \'l:u:’q Shd‘lplu - “‘m‘"“-’:“‘ ©aten Yotat
Huhar ol HumBaf af Humbar of Nate pdd in Daterrad eparpe et thanalvs  fetaned  shaehstdars’
hares Amount LD Amgurt ahares Amcunt esceivabla  saplal  ompentalioh 4 sanings squly

Balance, Febuary §, 1993 -3 _— —_ — —f =5 ) -3 —_ $ = 8 . —_
Incorparation shares ssued, February

G, 0582 v v vennvannrran 1,600 -_— -

tssuance of shares far cerain Ledcor
fasels wilh dafarrad lax assat

frotes) s viaarirsarrrnas 2,200 7400 1,088 6,433
Issuanee of shares for lnveatmanis
{not B} v cnareneras £0,040,008 — —_

Exceas ol procaeds cver cost on Foer
optic strands 1o be reacquirad rom

parant éompany {neta 1) v .o v oo 1,15 1,154
Comprahensive incoma . .
ot earnings fortha pered . v 0 20y 9.020
Accumnulatsd othar eamprshonsive .
Incoma-lorsign eutroncy lranstaion . (101)
Taial comprahensive InCome . . vn .  —— ___a'sig
Batance, Decemnar 31,1598 ... .. — — 80005800 7,400 - - —_— e — 500 5,020 13,261

Issuance of sharas lor cedain Ladcar

pasols with dafarred tax 21sal

{(POl8 1) vy i ar it 319,995,200 25019 25019
Rapurchass of Class B Subardinate

Voling Shares In exchanga lor Class

B Subardinale Yeling Shares and {400,000,600) (32,419) (32,419)
Sares C Radeamadle Prelecred

Sharas(note 8] v v s aeavarars 481,456,000 22,419 32,419

{ssuanca of sharas lor cash {nols 9] . . 2,400,000 5,832 : {283 3.0

Redernption of Sedes C Redgomatio

Fralerrad Sharss and stock dividend

(MO109) ¢ v uvurennnarsnnes (45,000} (45,000
Issuance af shares kv cartain Ledcor .

pasols with Cefarred fax assel . L -

(ROl 1) o e v ncsvnsonnnnes . 72.000,000 6,872 (224 3.6%0
Issyance ol shares {note §) . . . . . . . 52,180,000 204,640 9,840,000 29,350 (77,500} {170,500} ~
Conversion of Class B Subordinaty

Voling Shares to Class A Nen-Voling

Sharos (1010 8} « - veeno oo ns 301266400 27,786  (J01,266,400) (27,796) ' -
Accration of Pralemad Siock Lo .

redomplion Value .+ . .u e ions . {B.e6s)  (5.:485)
Purchase price adjustment lo Preferred ’

SRAMBI 4 enrrsarairr s er 22,070 (22,079) -
Emplayes optcn geants o v v v s e s 2207 (22R7) -
Amortizalion of dalerred compansalion

OXPONET o 2 v m s s ananavrnas e (AL
Comprahonsivd INCOME « + oo v v v s : '

ol income for $he Period . e vy« s ’ : 23,840

Accumulated ether comprahensive .

Ireome-faceign currency translation €
Tolal ¢emprohensive incoma « .. . . s 24,30

Balance, Oacember 31, 1999 . . , - . 353,425,400 525,438 82,629,600 § 10,455 B1,B40,000 545,232 S(77,6C015 44,407 ${198,553) $239  S{40,875 528,61
_— e ==

The accompanying notes are an integral part of these consolidated financlal stalements.




360networks Inc,
{formerly Worldwlide Fiber Inc.)

Consoclidated Statements of Cash Flows

For the year ended December 31, 1999 and perlod from February 5, 1998
- {date of Incorporation) to December 31, 1998

'(tabu!ar amounts expressed In thousands of U.S. dollars)

»

1958 1998
Cash flows used In operating activities :
Netincome for the Year .o .vuenvnineen e eaiaeeevuaensiiieransss $ 23640 § 85,020
Adjustments 1o reconcile net income to net cash used for oparating activities
Depreclalion . o v vu st en s e 2,598 464
Amorlization of deferred financin@ CostS + v v v i e i reneiorananasass 1,732 -
EQUILY INGOMB . s v vt e siinnesrananassnnrssssaasannasessons — (928)
Stock-based compensalion L. ... o.ieiiiiiiiiiii e 7,116 —
Changes In operating working capital items . .
ACCOURIS FBCOIVADIE &+ vttt vvrvreeroinansseonnsoaasanasessans (31,887) . (196)
S Unbilled FBYEBNUB . . v v e e te it ie s {103,597) (992}
VBIOY vt ecisivnrreannsvoronesnnsesstonasorsantns ..., (164713)  (5517)
Duefromparent ... v iiairnaaaann ettt amee e e 13,841  (16,230)
Accounts payabla and accrued liabilities . o o v v in et n v snsarinans 151,420 2.804°
DefertBd FOVONUB v 4 ve v eunrnreastasssnnsartonsoranns e (14,008) 13,708
ncome taxes payable .. vvivei ittt 26,405 6,491 |
AQvances L0 WEI USA L o vttt ittt nescananrvaasurasssenns — (21,783}
Delaried INCOMB 1aXES . v v v v e vt trosnonsonstaaansassrsnsnss (10,024) -

(97,077)  (13,059)

Cash flows (used In) from Investing activities

Additions to assels under CoNSIUCHON. « .o v e v it aervnrvseansarsasns (283,598) —
Additions 1o property and €qUIPMBNL. L. v i ieven e ieaenanrans (16,518) (1,065
Purchase of shortterminvesiments . . . v et v i v v e vt i st ananasaun: - (21.87) —_

s e s e s R — 21242

Cash acquired on acquisition ol WFIUSA .......
- : (321,283) 1,177

Cash flows from financlng activitles

Proceeds from issuance of capital stock ... ....... PP PRV 348000 -~
Proceeds fromissuanca ofnoles. . .. .o v e vre v i e iinn s 500,000 175,000
Deterred fiNANCIAG GOSS « v v v e v v vaveneneionassannanannesranns (17,281}  (6,650)
Redemption of Series C Redesmable Preferred Shares ................. {45,000) -

785,719 168,350
Effect of exchange rate changes on Cash. . c.uvvver v s iaennsaeairaes (2,383 (102)
Nst increase in cash and cash equivalents . v v v v v e ane s convenans ., 964,896 156,366
Cash and cash equivalents, beginning of period. .« oo viiin e 156,366 —
Cash and cash equivalents, endof perod .. .. cvivviiernenniienns § 521,362 $156,386

Tha accompanying notes are an integral part of thess consolidated financial statemens.
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360nstworks Ine,
(farmerly Woridwide Fiber Inc.)
Notes to Consolidated Financlal Statements
December 31, 1999 and 1998
: itab’urar amounts expressed Ia thousands af U.S. dollars)

1. The Company

3b0nelworks inc. {formerly Worldwide Fiber Inc.) {the “Company™) was incorporatad on
February 5, 1998 and is Indirectly a subsidiary of Ledcor Inc. On May 31, 1998 the Company began
its operations afler cerain assels of the Telecommunications Division (“Division™) of Ledcor
Industries Limited (“Ledcor”), a Ledcor Inc. subsidiary were transferred to the Company. Prier to
May 31, 1998, the operations were carried out by the Division.

The Company's aperalions consist of designing, engingering, conslructing and installing
terrestrial and marine fiber optic systems for sale or leass to third parties or fot its own use. For the
period ended December 31, 1998, the Company's revenues related primarily to tha Conslruction
. Sarvices Agreements with Ledcor (ses nole 1{b)). For tha year endad Dacember 31, 1899, the
Company's revenus is derived primarily from the construclion of fibre optic network assals for
telacommunications companies in North America.

Transactions with Ledcor and Its atfillates

a) On May 31, 1998, the Company senlered into undertaking agreemenis whereby certaln
fiber oplic network assels, located in Canada and the L.S. would be lransfarred to lha
Company by Ledcor in exchange for 319,595,200 Class A NonVoting Shares. The Company
constructad these assets for Ledcor under the Construction Services Agreemants noted below.
Coanslruction of the assets was subslantially complete at December 31, 1998 and the Company
completad the exchange on March 31, 1999. This transaction was accounted for using the
carrying values reporled in tha accounts of Ledcor as a transaction between a parenl and a
wholly owned subsidiary and accordingly, the fixed assetls acquired by the Company are

- recordsd at the carrying amount ol the assets in the accounts of Ledcot. The cost of properly
and equipment acquired at March 31, 1999 amounted 10 $21,883,000. As a resuit of the
lransaction, the Company also received a delerred tax benelit of $3,136,000 which is reflected
as a delerred tax asset, o

On May 28, 1899, the Company entered into an agreement with affiliales of Ledcor,
whereby the Company would acquire certain fiber oplic network assets. Closing occurred on
September 27, 1999, As consideration, the Company issued 72,000,000 Class C Multiple Voling
Shares to affiliates of Ledcor. In addition, the Company assumed certain rights and obligations
under build agreements with a third parly Including obligations relating to the completion of
those builds and cerlain support structure, maintenance, license and access, and underlying
rights obligations. The cost of the property and equipment acquired amounted to $25,289,000,
the cost of the asssls in the accounts of Ledcor. The Company also received a daferred tax
benelit of $3,341,000, as a result of & higher tax cost versus accounting cost of fixed assats.
The Company also recorded deferred revenus of $25,000,000 relaling to a build commitment
assumad from Ledcor. :

b} Construction Services Agreaments entered Into May 31, 1998, to provjda congtruclion 1
services to Ledcor ta complets various projects Including completion of the 1:!_3er opn‘c netwgm
assels to be transferred to the Company. As the Cempany Is required to obtain ths fiber optic
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360networks Inc.
{lormerly Worldwlde Flber Inc.)
Notes to Consolidated Financlal Statements {Continved)
. December 31, 199% and 193538
* {tabular amounts expressed In thousands of U.S. dollars)

network assets from Ledcor, the revenues and costs associaled with this portion of the
egreemanl have not been reflected in the Incoms statement for the period ended

December 31, 1998. The cosls to construct the network were reflected on completion of
construction and ths issuance of the shares. As at December 31, 1893, the Company had
billed Ledcor $18,138,000 for tha services ralated to construction of the fiber optic network
assets which exceeds their costs by $2,099,000. This excess, net ol income taxes of $345,000,
had basn excluded from the consolidated income statemant and had been reported as
-additional paid in capital. '

¢} A Managemen! Services Agreement was enlerad into May 31, 1998 whereby Ledcor
provides tha Company with management slaff, administrative and other supporl services. The
Company reimburses Ledcor for diract costs and pays Cdn. $200,000 per manth for the
Company‘s share of corporate overheads,

d} Employes Services Agreements were entered into May 31, 1998 whereby the Company
oblains the services of certain employess from Ledcor on a cost reimbursement basis. -

) The Company has enlered into an agreement with Ledcar, whareby personnet of Ledcor
who wera involved in the designing and plaaning of the transatlanlic 360allanlic cable stalions
will overses management and supervision of construction of these facilities for a f2e 1o Ledcor
of approximately $1,700,000.

2. Summary of slgnificant accounting palicles
Basis of presentation

These consolidaled financial stalements have been prepared in accordance with ganerally
actepted accounting principles in the United States and include the accounts of the Company, its
wholly owned subsidiaries and its 75% Interests in Worldwide Fiber (USA), Inc. ("WF} USA"),
WFI-CN Fiber Inc. and Worldwide Fiber IC LLC. All significant intercompany transaclions and
balances have been eliminated on consolidation. For investments where tha Company exercises
significant influence, the investment is accaunted for using the equity method.

On Dacember 31, 1998, the Company Increased Its interest In WFI USA from 50% lo 75%
(nole 5). The 1998 consolidated income stalement and statement of cash flows accounted for the
Company's initia! 50% interest in WF) USA using the equity method for the period May 31, 1998 to
December 31, 1998. The Campany's consolidated balance sheets include WFl USA’s assets and
liabilities, and minority interest therein,

Use of estimates

Tha preparation of financial statements in conformity with generally accepted accounting
principlas requires managsment 1o make eslimales and assumptions which affect the reporled
amounts ol assels and liabitities and the disciosure of conlingent assels and liabilities &t the dale of
the financial statements and revenues and expensss for the pericd reported. Actual results could
differ from those eslimates.
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360netwarks Inc,
{formerly Worldwide Fiber Inc.)
Notes to Consolidated Financlal Statements (Continued)
. December 31, 1998 and 1983
T,{t,éabulalr amounts expressed In thousands of U.S, dollars)

Cash and cash equivalents

Cash and cash equivalents consists of cash on deposn and highly liquid short-term interest
bearing securities with malurity at the date of purchase of three months ot lgss.

. Short term Investments

Short term Investments consist of highly liquid short term interest bearing securities with
malurities at the date of purchase greater than three months. Inlerest earned is recognized
immadiately in the income statement.

Property and equlpment

Fiber optic network assets constructed for the Company's own use are recorded as property
and equipmant when tha asset Is fully constructed. Fiber oplic network assets, construction
equipment and other properly and equipment are recorded at cosl. Propary and equipment are -
deprecialed using the following rates and mathods:

(a8) Fibar oplic nsetwark assels—straight-line melhod over 25 years.

{o) Equipment—hourly usage rates, estimated to depreciate the equipment aver the eslimated
uselu! lives of the equipmant.

Assets under construction

Assets under construction include fiber optic natwork assets constructed for the Company's

own usa and include direct expendilures of materials and Jabour, indirect cosls attributable to the
projects and interest.

" Long-lived assets

The company reviews the carrying amount of long-lived assets for impairment whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. The
determination of any impairment would includs a comparison of estimated future operating cash

flows anticipated to bs generaled during the remaining life of the asset lo the net carrying value of
the asset. .

inventory

Inventory consists of fiber optic network assets to be sold or leased under seles-type leases,
construction supplies and small tools.

Fiber oplic network assets are recorded at the lower of cost and markel. Cost includes direct
materials and subcontractor chargas, labour, and interest (sea "capitalization of interest”)
determined on an average cost basis.

.Construclion supplies and small fools inventory ars recordad at ths lower of cost and
replacement value,




360networks Inc,
{formerly Worldwide Fiber Inc.)
Notes to Cansolldated Financlal Statements (Contlnued)
) December 31, 1992 and 1998
*(tabular amounits expressed In thousands of U.S, dollars)

Cash and cash equivatents

Cash and cash equivalents consists of cash on daposit and highly liquid short-tarm interest
baaring securities with maturity at the date of purchase of three months or less.

Short term Investments

Short tarm invesiments consist of highly liqquid short tarm inlerest bearing sscurities with
malurities al the date of purchass greater than thres months, Inlerss! earned is recognized
immedialaly in the Income statement. .

Property and equlpment

Fiber oplic network assels constructed for the Company's own usa are racorded as property
and equipment when the asset is fully constructed. Fiber oplic nelwork assets, conslruction

equipment and other propery and equipment are recorded al cost. Property and equipment are
deprecialad using the following rales and methods:

{a) Fiber optic network assels—straight-line method over 25 years,

(b) Equipment—hourly usage rates, estimated to deprecials the eqmpmant over the estimated
uselful lives of the equipment.

Assets under construction

Assets under construction Include fiber optic network assets constructed for the Company's

own use and include direct expenditures of materials and labour, Indirect costs attributable to the
projacts and Interesl.

Long-lived assets

The company reviews the carrying amaount of long-lived assets for impairment whenasver avenls
or changes in circumstances indicate that the carrying amount may not be recoverable. The
detsrmination of any impairment would include a compar:son of estimated future operaling cash

flows anticipated to be generated during the remaining life of the asset to the net carrying value of
“the assel.

Inventory

Inventory consists of fiber optic network assets 1o be sald or leased under sales-type leases,
construction supplies and small tools,

Fibar optic network assels are recorded at the lower of cos! and market, Cost includes direct
materials and subcontractor charges, labour, and interest (see “capitalization of interest™)
determined on an average cost basls,

Construction supplies and small tools inventory are recorded 2! the lower of cost and -
raplacement valus.




350networks Inc.
(formerly Worldwide Fiber Inc.)
Motes to Consolidated Financlal Statements (Continued)
December 31, 1999 and 1998
- (tabular amounts expressed In thousands of U.S. dollars)

Comprehensive Income

Comprehensive income cansists of currency translation adjustments and net income.

Income taxes

Incoma taxes are accounted for using an asset and liability approach, which requires the
recognition of taxes payabla or relundable for tha current period and deferred tax liabilities and
essals for future lax consaquences ol events that have been recognized in the Company's financial
statements or tax returns. The measurement o! curren! and delerred tax liabilities and assels Is
based on provisions of enacled tax laws; the effects of future changes in tax laws or rates are not
anticipated. The measurement of delerred tax assels Is reduced, if nacessary, by a valuation ..
‘allowance, where, based on available evidence, the probability of realization of the delerred tax.
assel doss not mesl 2 mare likely than not criteria.”

Falr value of financlal Instruments

The fair value of the Company's financial instruments, consisting of cash and cash equivalents,
short-lerm investments, accounts receivable, unbilled revenue, due from parent, accounts payable
and accrued liabilities, and income taxes payable approximale their carrying values dus to their
short-tarm nalure. As at December 31, 1999, the fair value of the $500,000,000 12% Senior Notes
was $515,000,000 and the fair value of the $175,000,000 12.5% Senior Notes {1998 Notes") was
$152,000,000. The fair value of the 1998 Noles at December 81, 1998 approximaled ils carrying
valus. Fair value is based on a quoted market price.

Earnings per Share

Basic earnings per share is computed by dividing net income evailable-te comman
stockholders by the weighted average number of common shares (including Class A Non-Veting
Shares, Class B Subordinate Voling Shares and Class C Multiple Voling Shares) outstanding for the
pariod. Diluted earnings per share refiects the polential dilution of securilies by including ather
potential comman stock, including stock options and redesmable convertible prefetred shares, in
the weighted average number of common shares outstanding for a period, it dilutive.

The following table sets forth the computation of (loss) earnings per share:

1999 © 1998
$ §

NELINCOME vvvrvvonnrsseorantnnsnrassnss 23,640 9,020
Less:

Stockdividend ...... e 5,000 -

Preferred stock-accration .. v v s i v et e e 6,465 —

Purchase price adjustiment to preferred shares .. 22,070 —
Net {loss) income avallable 1o common

SIOCKNOIORIS v v v e e ettt bt i e r e s (9,895) 9,020
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380nelworks Inc.
(lormerly Worldwlde Fiber Inc.)
Notes to Consolidated Flnanclal Statements {Continued}
- December 31, 1999 and 1998
‘('_tébmar amounts expressed In thousands of U.S. dollars)

Comprehensive Income

Comprehensive incoma consists of currancy translation adjusiments and net Incoms.

Income taxes

Incoma taxes are accounted for using an assaet and lighility approach, which requires the
recagnition of taxes payable or refundable for the current period and deferred tax labilties and
assets for future tax consequences ol events lhat have been recognized in the Company's financial
statements or tax returns. The measurement of current and defarred tax liabilities and assals Is
based on provisions of enacted tax laws; the effscts of future changes In tax laws or rates are not
anlicipated. The measurement of delarred tax assets Is reduced, if necessary, by a valuation ..
aliowance, whers, based on available evidencs, the probability of realization of the dslerred tax
assel doss not mest a more likely than not criteria.

Falr value of flnanclal Instruments

The fair valus of the Company's financial Inslruments, consisting of cash and cash equivalants,
shor-term investments, accounts receivable, unbilted revenus, due from parent, accounts payable
and accrued liabilities, and incame taxes payable approximale their carrying valuss dus to thair
short-term nature. As at December 31, 1999, the fair value of (he $500,000,000 12% Senior Notes
was $515,000,000 and the fair valua of the $175,000,000 12.5% Senior Notes (1998 Notes”) was
$182,000,000. The fair valus of the 1998 Noles at December 31, 1998 approximated its carrying
value. Fair value is based on a quoted market price. .

Earnlngs per Share

Basic earnings per share is computed by dividing net income available to common
stockholders by the weighted average number of common shares {including Class A Non-Voting
Shares, Class B Subordinate Voling Shares and Class C Mulliple Voling Shares) outstanding for the
period. Diluted earnings per share refiecls the potential dilution of securities by including olher
patential common stock, including stock options and redeemabls convertible preferred shares, in
the weighted average number of cornmon shares outstanding for a periad, if dilutive.

The following table sets forth the computation of (foss) earnings per share:

1998 1998
8 $

NelINCOmME v vi it vt sennnnrerannsonns 23,640 9,020
Less:

Stockdividend ........c ittt . 5,000 -

Preforred stock aceretion v o v v e e vnrvnens 6,485 —

Purchase price adjustment to preferrad shares .. 22,070 —
Net {loss) incomes available 10 common

SIOCKROIAEIS © v oo v ve it v veinnrannnnns . {9,89%) 9,020
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{formerly Worldwide Fiber inc.)
Notes to Consolidated Financial Statements (Continued)
N December 31, 1999 and 1998
" {tabular amounts expressed In thousands of U.S. dollars)

4. Balance Sheel componenis

1998 1998
3 s
Accountis racelvable
Trade accounts recaivable ..o vttt i iars s 34,736 3,107
Interest receivableand other ... iiv it iiiinnes s 615 165
35,351 3,272
Unb_il!ed revenue .
Revenus earnad on uncompleted conbracts. . ...oov vt . 833116 22,236
loss: Billingstodala .o vy v vn i v enivanraarrsensnans 217455 11,654

115661 10,582

lnvantory
Fiber optic network @ssels o oo v vi i i v ieveonanen 188,013 28,085
Construction supplies and smalltools. . ... v oveven et 8846 1,148

196,859 29,230

Property and equipment

- T T 5,891 —-—
Fiber oplic network 8838818 . v v v v v i n it enareeans s 64,079 -
Equipment ...... e easaerai et 10,501 4,478
’ ‘ ‘ 80,471 4,478
Less: Accumuwlated deprecialion . . oo i ivi s feeen. . W34B2 . 454
Properly and equipment—nel v . v evevrrrvneneersiona. 77,009 4014

Accounts payable and accrued liabilities

Subcontractor and supPlier CoSIS + . o v vv et rans 100,461 13,468
Subcontractor holdbacks payable. . ...o v viniv s 25,676 4,843
Other accrued liabilities ... oo v i e i i 36,474 1,483
Interest payable ... . viiiie et ir s 28,587 492

191,178 20,296

8. Acqulsitions
Telecommunlcations Divislon assets

Effective May 31, 1998, the Company entered inlo a series of agreements whereby equipment,
fiber optic network assels and other assets related to the business of the Telecommunicalions
Division of Ledcor were transferred to the Company. In addition, the Company was granted a
license 10 use Ledcor's patented rail plow technology. This license agreement was for an Initial term
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360nehvorks Inc,
'(formeriy Worldwide Fiber Inc.)
MNates to Censolidated Financlal Statements (Continued)
B December 31, 1999 and 1998
" {tabutar amounts expressed In thousands of U.S. dollars)

4, Bafance Shee! componenis

1899 1958
s s
Accounls receivable
Trade accountsracaivable o, .o vt iv i eieernnsaeses 347368 3,107
Interast recaivabloand other ..., it it i o 615 165
35,351 3,272

Unbilled revenus _ .
Revenue earned on uncompleted contracts............. 333,116 22,235
Less: Billings todate ...t ve v iveveerarsnnanasansns 217,455 11,654 °

- 115,661 10,582

Inventory
Fiber oplic notwork 8sselS .. .o veveavnreaveannaraa. 188013 28,085
Construction supplies and small tools. . ... Ceesa e e 8,946 1,145

196,959 29,230

Properly and equipmen! ‘
I 5 T 5881 -—
Fiber optic network @sSelS oo vu s v rsnasraraesvens. 64079 —_

EQUIPMENT o ouuiinne it iiesiiiianiecisnenaannns 10,501 4,478

, 80,471 4,478
Less: Accumulated depreciation .. ....... e . 3,402 484

Proparty and equipment—net .. ...... R . 77,008 4,014

Accounts payable and accrued liabilities
Subcontractor and supplier oSt v v v v vensraes.... 1004681 13,468
Subcontractor holdbacks payable. ............. vee... 25876 4,843
Other accrued liabilities .. .. . e ereeaesenneaanes.. 36474 1,483
Interest payable .....oveeeurennrvsnrnsannsensaa. 28567 452

191,178 20,296

8. Acquisitions
Telecormmunications Division assets

Effective May 31, 1988, the Company entered into a saries of agresmants whersby equipmant,
fiber optic network assets and other assets ralated to the business of the Telecommunicalions
Divislon of Ledcor were (ransierred to the Company. in addition, the Company was granted &
license %o use Ledcor's patented rail plow lechnology. This license agrsement was for an Initial term
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360nelworks Inc.
(formerly Worldwlde Flber Inc.)
Notes to Consolidated Financlal Siatements (Continued)
December 31, 1995 and 1998
- {tabular amounts expressed In thousands of U.S. dollars)

income of WFI USA from May 31, 1998 to December 31, 1898 in the amount of $328,000. Prior to

May 31, 1998, the equity interest was reportad as part of tha Telecommunicalions Division of
Ledcor.

On December 31, 1998 the Company increasad its intsrest in WFI USA to 75% by surrendering
its nols receivable from WF{ USA of 83,915,000 for 100 non-voling comman shares and 100
Class A Voting Preferred Shares of WFI USA. Tha acquisition has been accounted for using the
purchase method effective December 31, 1998. The purchass price of the edditional 25% has been

allocated 1o assels and liabilities based on their falr values. As a result, the na! assets acquired
viere as follows:

. S

CurmEnt 888615 .4 i vt et it e et Craenaaa 3,742
Inventary .o it i e e i eien s 6,048
Fiber oplic nalwork essets . ... .... et arreere i 1,785
Currentliabilities .. ... vt i i e i s 10,052

On December 31, 1998, the Company entered into & Shareholdars’ Agreement (“Agreement”)
with Ledcor, Mi-Tech and Michels Pipeline Construction, Inc. (“Michels™) (an aHiliate of Mi-Tech).
Pursuant to this agreeman!, Mi-Tech will have the oplion lo convert all of its 25% interest in WFI
USA into Shares of the Company should the Campany complete a public olfering of Shares with an
aggregals value of at least $20,000,000 or thera Is a change of contro! of WF] USA. In connection
with the conversion, Mi-Tach will be granted certain ragistration rights in accordance with the
Agreement. In addition, after the tenth anniversary of this agresment, Mi-Tech has the option to
reuire WFI USA to purchase all of the Shares ownad by Mi-Tech and [ts afiifiales at fair market
valus. If Mi-Tech exercises this oplion, the Company can elect to sall all the Shares or assets of WFl
USA‘In which case it will not be required lo purchase Mi-Tech's Shares in WFLUSA. In the event of
& proposed sale of the Shares of WFI USA held by the Company, Mi-Tech will have certain
lag-elong rights.

Also as part of the Agreemeant the Company:

a) Agreed not to participale in any projects or business nor provids advice or assislanc_e to .
any business which undertakes projects within WFI USA's scope of businsss, as defined in
the Agreement, for a pericd of four years from the dale of the Agreement.

b) s restricted from selling, transferring, encumbering or divesting its ownership or control of
WFI USA,

c) WFI USA has an option to purchase from Mi-Tech 24 fiber oplic strands along cartain
existing routes owned by Mi-Tech and its affiliates at fair markat vaiue.
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{farmerly Worldwide Fiber Inc.)
Notes to Consolidated Financial Statements (Continued)
December 31, 1999 and 1598
-(tabular amounts expressed In thousands of U.S. dollars)

incoma of WFI USA from May 31, 1898 to December 31, 1998 in the amount of $928,000. Frior 1o
May 31, 1998, the equity Inlecest was reported as part of the Telecommunications Division of '
Ledcor,

On December 31, 1998 tha Company increased its interest in WFI USA to 75% by surrendering
its note raceivable from WF USA of $3,915,000 for 100 non-voting common shares and 100
Ciass A Voting Prelerred Shares of WFI USA. The acquisition has been accounted for using the
purchasa method effective December 31, 1998. The purchasa prics of the additional 25% has bean
allocatad to assels and liabilities based on their fair values. As a resuit, the nat assels acquired
were as follows:

. $

CUranl BSSBlS v v vvsusrevuronroaarsanrnsersnaarinsonssssrs 5,742
=12 (o T e r e .. £,048
Fiber oplic netlwark assels ........ e e oo 1,785
Current labililies ... e st scniaarredacarsensssaasoesns .. 10,0582

On December 31, 1598, the Company entered into a Shargholders’ Agreemsnt ("Agreement”)
with Ledcor, Mi-Tech and Michels Pipeline Construction, Inc. (“Michels™) (an afiiliate of Mi-Tech).
Pursuant to Lhis agresmant, Mi-Tech will have the option to convart all of Its 25% interesl in WFI
USA into Shares of the Company should the Company complele a pubiic offering of Shares with an
aggregats value ol at least $20,000,000 or there Is & change of cantrol of WFI USA. In connection
with tha coaversion, Mi-Tech will ba granted certain registration rights In accordance with the
Agreament, In addition, after the tenth anniversary of this agreement, Mi-Tech has the option 1o
raquire WFI USA to purchase all of the Shares owned by Mi-Tech and its affiliales al fair market
valus. If Mi-Tech exercises this option, the Company can elect to sell all the Shares or assels of WFI
USA'In which case it will not be required to purchase Mi-Tech's Shares in WFI USA. In the event of
a proposed sale of the Shares of WFI USA held by the Campany, Mi-Tech will have certain
tag-along rights.

Also as part of the Agreement the Company:

a) Agreed not to participate in any projects or business nor provide advice or assistance 1o
any business which underlakes projects within WF! USA's scope of business, as defined in
the Agreement, for a period of four years from the date of the Agreement.

b) Is restricted from selling, transferring, encumbering or divesting its ownership or control of
WF! USA.

c) WFI USA has an option to purchase from Mi-Tech 24 fiber optic strands along certain
existing routes owned by Mi-Tech and fts affiliates at fair market value.
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{formerly Worldwlde Fiber tne.)
Notes to Consolldated Financlal Statements (Continued)
December 31, 1989 and 1998
- {tabular amounts expressed In thousands of U.S. dollars)

effiliates, sell assets of the Company or its subsidiaries, issus or selt equily inlerests of the
Company's subsidiaries or enler into cerlain mergers and consolidalions.

8. Redeemable Convertible Preferred Stock

Cn Seplember 9, 1939 the Company authorized various classes of preferred shares.

Serles A Non-Voting Convertlble Preferrad Shares

On Septamber 9, 1999, the Company issued 141,668,928 Series A NonVoling Canvartible
Prelerred Shares (“Series A Preferred Shares”) for $345,000,000, On December 22, 1998, the
Company Issued an additional 9,082,384 Series A Preferred Shares to the holdars of such shares
pursuant to the tarms of their arigina! purchase agreement dated September 7, 1999, - )

The Series A Prelerred Shares ars entitled to dividends on an equivalent basis to the Class A
NonVoling Shares into which the Series A Prelerred Shares can be converted. The Series A
Preferred Shares rank senior to all classes of capital stock upon liquidation, dissolution and wind-up
and are junior in right of payment of all indebtedness of the Company and Its subsidiaries.

The Series A Prelerred Shares have a mandatory redemptlion on November 2, 2009 at &
liquidation value consisting of the original purchass price of $2.43 par share plus an adjustment
equal to 6% per annum of lhe purchase price, plus declared and unpaid dividends and the excess
of the market value of the Class A Non-Voling Shares over the liguidation value.

Upon & qualified underwsitten public offering of at least $150,000,000 with a share price of at
least 300% of the purchase price of the Serles A Preferred Shares, each Series A Preferred Share
may, at the option of lhe Company, be converted into Class A NonVating Shares al a ralio equal to
onz.plus 6% per annum. If & qualified underwritten public offering occurs by September 8, 2000 the
conversion will be on a ona for one basis. o

The Series A Prelerred Shares may be convarted by the holders Into Class A Non-Voting
Shares, at any time, on the same basis as the Company's conversion right and may be converted
into Series B Non-Voting Converlible Preferred Shares on a one for ona basis. In addition, the
holders of the Series A Preferred Shares have anti-dilution protaclion.

Serles B Subordinate Voting Convertible Preferred Shares

The Saries B Subordinats Voting Converlible Preferred Shares ("Series B Preferred Shares) are
entitied to dividends on an equivalent basis to any dividends declered or paid on Class B
Subardinate Voting Shares into which the Series B Prelerred Shares can be converted. The
Series B Preferred Shares rank senior to ali classes of capital stock upon liquidation, dissotution
and wind-up and are junior in right of payment of all indebtedness of tha Company and its
subsidiarigs. The Series B Prefarred Shares are entitled to one vole per share.

The Series B Prelerred Shares are mandatorily redesmable on November 2, 2099 ata
liquidation value of $2.43 per share plus an adjustment equal to 8% per annum of tha purchase
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 360networks Inc.
(tormerly Worldwlde Fiber Inc,))
Notes to Consolidated Financlal Statements {Contlnued)
December 31, 1999 and 1998
*“(tabular amounts expressed In thousands of U.S, dollars)

alfiliates, sell assets of the Company or its subsidiaries, Issue or sall equity interests of ths
Company's subsidiaries or enter into certain margers and consolidations.

8. Redeemable Convertible Preferred Stock

On Septemnber 9, 1999 the Company authorized various classes of preferrad shares.

Serles A NanVoting Convertible Preterred Shares

On September 9, 1999, the Company issuad 141,868,928 Seriss A Non¥oling Convertible
Prelerred Shares {“Series A Preferred Shares™) for $345,000,000. On December 22, 1999, the
Company issued an additional 9,082,384 Series A Prelarred Shares 1o the holders of such shares
~ pursuan! to the terms of their original purchase agreement dated September 7, 1999, '

The Series A Preferred Shares are entitled to dividends on an equivalent basis to the Class A
Non-Vating Shares into which the Series A Prelerred Shares can be converted, The Series A
Preferrad Shares rank senior to all classes of capital stock upon liquidation, dissalution and wind-up
and are junior in right of payment of all indebledness of the Company and its subsidiaries.

The Seriss A Prelerred Shares have a mandatory redemption on November 2, 2009 at a
liquidation value consisting of the original purchass price of $2.43 per share plus an adjustment
equal to 6% per annum of the purchase price, plus declared and unpald dividends and the excess
of the market value of the Class A Non-Voting Shares aver the liquidation value.

Upon & qualified underwritten public offering of at least $150,000,000 with & share price of al
least 300% of the purchase price of the Series A Prelerred Shares, each Series A Prelerred Share
may, at the option of the Company, be converted inlo Class A NonVoting Shares at a ralio equal lo
one-plus 6% per annum. If 2 qualified underwritten public offering oceurs by September 9, 2000 the
conversion will be on a ons lor ona basis.

The Series A Preferred Shares may be convarted by the holders into Class A NonVoling
Shares, al any time, on the same basis as the Company's conversion right and may ba converted
into Series B Non-Voling Convertivle Preferred Shares on a one for one basis. In addition, the
holders of the Series A Preferred Shares have anti-difution protaction.

Serles B Subordinate Voting Convertible Preferred Shares

The Serles B Subordinate Voting Convertible Prefarred Shares (“Series B Preferred Shares) &re
entitied lo dividends on an equivalent basis to any dividends declared or paid on Class B
Subordinate Voting Shares Into which the Series B Preferred Shares can be converled. The
Series B Preferred Shares rank senior o all classes of capital stock upen liguidation, dissolution
and wind-up and are junior in right of payment of all indebtadness of the Company and its
subsidiaries. The Series B Preferred Shares are entilled 1o one vate per share.

The Serigs B Preferred Shares are mandatorily redeemable on November 2, 2009 ata
liquidation value of $2.43 per share plus an adjustment squal to 6% per annum of the purchase
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December 31, 1999 and 1998 _
“‘(tabular amounts expressed In thousands of U.S. dollars)

Share capital transactlons

On September 9, 1999, tha Company amended its share capital by re-designating 400,000,000

Class A Voling Shares to Class B Subordinata Voling Shares, cancelling its remaining classes of

“Shares and creating Class A Non-Voting Shares, Class C Multiple Voting Shares, Series A and B
Convertible Prelerred Shares and Series C Redeemable Prelarred Shares. Subsequenlly, the
Company declared a stock dividend of 80,000,000 Seriss C Redeemable Preferred Shares for
$5,000,000. Concurrently, the Company repurchased tha 400,000,000 outslanding Class B
Subordinale Voting Shares from its parent in exchange for the issuance of 381,496,000 Class B
Subordinate Voting Shares and 640,000,000 Series C Redesmabla Prelerred Shares. The Company
than redeamad the 720,000,000 outslanding Series C Radaemable Prelarred Shares for
$45,000,000 cash resulting In a charge 1o ratained earnings of $40,000,000.

On August 381, 1999 the Company issuad 2,400,000 Class B Subordinata Voting Shares for
$3,000,000.

On November 24, 1999, a shareholder convertad 301,266,400 Class B Subordinats Voling
Shares Into 301,266,400 Class A Non-Voling Shares. On Dacember 22, 1999, the Company issued
52,160,000 Class A Non-Voling Shares and 9,840,000 Class C Mulliple Voling Shares under an
employment agreement to an executive oliicer for $77,500,000. The Company also received a
promissory note of $77,500,000 from the executive officer.

On November 24, 1998, the Board of Direclors approved an eight-for-ona shars split of all

classes of the Company's slock. All share amounts in 1998 and 1999 have been presented ona
post stock split basis.

10. Stock Based Compensalion
Stock Optien Flan

The Company has a Long Term Incentive and Share Award Plan that permits the grant of
non-qualified stock options, incentive stock options, share appreciation rights, restricted shares,
restricted share units, performance shares, performance units, dividend equivalents and other
share-based awards to employees and directors. A maximum of 7,133,008 Class A Non-Voling
shares may be subjact to awards under the plan, which genarally have a vesting period of four
years. The stock oplions have terms expiring on or belfore November 15, 2009
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December 31, 1999 and 1998
' T('ta\t:'uiar amounts expressed In thousands of U.S. dollars)

Share capital transactions

On September 9, 1999, the Company amendad its share capital by re-designating 400,000,000
Class A Voling Shares to Class B Subordinate Voling Shares, cancelling Its remaining classes of
Shares and creating Class A Non-Voting Shares, Class C Multiple Voting Shares, Series Aand B
Convertible Preferred Shares and Series C Redeemable Preferred Shares. Subsequently, the
Company declared a stock dividend of 80,000,000 Seriss C Radesmable Frelerred Shares for
$5,000,000. Concurrently, the Company rapurchasad the 400,000,000 cutstanding Class B
Subordinate Voting Shares from its parent in exchange for the issuance of 381,498,000 Class B
Subordinate Voling Shares and 640,000,000 Series C Redeemable Praferred Sharas. The Company
then redeemed the 720,000,000 outstanding Series C Redeemable Preferrad Shares for

545,000,000 cash rasulting in a charge (o retained earnings of $40,000,000.

On August 31, 1999 the Cbmpany issued 2,400,000 Class B Subordinate Voling Shares for
§3,000,000.

On November 24, 1999, a shareholder converted 301,266,400 Class B Subordinate Voling
Shares inlo 301,266,400 Class A Non-Voling Shares. On December 22, 1999, tha Company Issued
52,160,000 Class A Non-Voling Shares and 9,840,000 Class C Multiple Voling Shares under an
employment agreement to an executive officer for $77,500,000. The Company also received a
promissory nole of $77,500,000 from the exscutive officer.

On November 24, 1999, the Board ol Directors approved en eight-for-one share split of all
classes of the Company’s stock. All share amounts in 1998 and 1989 have been presented on a
post slock split basis. '

10, Stock Based Compensation
Stock Optlon Plan

The Company has a Long Term Incentive and Shars Award Plan that permits the grant of
non-qualified stock options, incentive stock options, share appreciation rights, restricled shares,
restricted share units, performance shares, performance unils, dividend equivalents and other
share-based awards lo employges and directors. A maximum of 7,133,008 Class A Non-Voling
shares may be subject o awards under the plan, which generally have a vesting period of four
years. The stock options have terms expiring on or bafore November 15, 2009
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{formerly Worldwlde Fiber Inc.)
Notes to Consolidated Financlal Statements (Continued)
December 31, 1999 and 1998
'(t'_abu'lar amounts expressed In thousands of U.S. dollars)

The pro forma compensation expanse is estimated using the Black Scholes oplion-pricing
- mode! assuming no dividend yield and tha following weighted average assumptions for oplions
granted during the year endad December 31, 1999;

Expacted volatility {privale company} ...... e ar e cerss 00%
Risk free interestrate. . .... ..., treeirar e e . 52%
Expected life (in years) ..... Par e ee e iaesserneressaaans 40

Restricted stock and other stock Issuances

During the year, the Company Issued stock to cerain diractors end officers of the Company. To
the extent that these stock issuances are considared to be balow fair valus, slock based :
compensation Is recognized and amorlized over the appropriate periods. The Company recognized
"-§176,164,000 of deferred stock-based compensation related o stock Issued to these officers and
directors In 1999 of which $2,832,000 was expensad in the year.

. The shares issued to the executiva officer are subject to a repurchase by the Company at the
lesser of fair market valus of the shares and the original purchase price of the shares plus Interest.
The restriction lapsed with respect to 15,500,000 shares immediately on commencemant of
employment and lapses for 12,400,000 shares in 2000, 13,639,968 shares in 2001 and 2002 and
tha remainder in 2003. Under certain conditions, the executive officer may put back a certain
number of shares to the Company, or at the option of the Company to Worldwide Fiber Holdings
Ltd., at fair market value 1o repay ths promissary note. Delerred compensalion related o these
shares will be amorlized over the periods covered by the repurchase restriction.

11. Ilncome taxes .
Income before equlty Income, Income taxes and minorlty Interest. .

The components of income belore equity income, income taxes and minorily interast are as
follows:

1999 . 1998
$ $

Canadian «vvuvee e renans Cemeeeneann e eeraeran s . 46881 5683
U ..ttt i tinsnenasorasnanss e Cheraeeer s 14,507 8,052

61,388 13,735
—_——

==
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Tha pro forma compensation expanse is eslimated using the Black Scholes aption-pricing
model assuming no dividend yield and the following weighted averags assumptions for options -
granled during the year ended December 31, 1993:

Expeclad valatility {private company) e e vene. 0.0%
Riskfresintarestrala. . ... .0 i iniseiennnieserinranannns .. 52%
Expected life (INyBars) . ..viririnnnnrnnnssiassacesstsrnancanss . 4.0

Restricted stock and other stock Issuances

During the year, the Company issued stock to certain directors and officers of the Company. To
the extent that these stock Issuances are considetad to be below fair value, stock based -
compensation Is recognized and amorlized over the appropriate periods. The Company recognized
51786;164,000 of delarred stock-based compensalion related to stock issuad to these officers and
directors in 1889 of which $2,832,000 was expensed In tha year,

The shares issued to the exaculive officer are subject to a repurchase by the Company at the
lesser of fair market valus of the shares and the original purchase price of the shares plus Interest.
The restriction lapsed with respect to 15,500,000 sharas Immediately on commancement of
employment and lapses for 12,400,000 shares in 2000, 13,639,968 shares In 2001 and 2002 and
the remainder in 2003. Under certain canditions, the executive officer may put back a certain
number of shares to the Company, or at the option of the Company to Worldwide Fiber Holdings
Ltd., at fair market value to repay the promissory note. Deferred compansation related to these
shares will be amortized over the periods covered by the repurchase reslriction.

11. Income taxes
income befare equity income, Income taxes and minorlty interest. .

The components of income before equity Income, income taxes and minority interest are as
follows:

1999 1998
$ $

Canadian .......... e e BN s Ceeaes . 46,881 5,683
Cheeiiraesasears 14507 8,052

2-1_-328=8. 13,735
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Deferred Income taxes

Significant components of the Company's defarred tax asset and liabifity are as follows:

1999 1998
s $
Deferred tax asset

Expenses not deductible in currenl period . ..... ... 8,838 —
Tax loss carrylorwards ... v 4,259 —
Property and equipment. . ... v vv e vn .. Ceeeeees 7,586 1,088
T 185 185
. , 20,878 1,273
~Valualion allowance .. v v i i ivnncnentranaaanans — —
Net deferredtaxassel .. ..vverirnicnrennsnns 20,878 1,273

Deferred tax liability
Properly and equipment.......... e i 1,760 -
Financingcosts .. ..o vv e v e e 1,313 —
3,073 —
I ——————— [ 4

Management belisves that, based on a number of factors, it Is more likely than not that the
defarred lax assat will be fully utitized, such that no valuation allowance has been recorded.

12, Conceniration of credit risk

Financial instruments thal potentially subject the Company to'a significant concentration of
credit risk consist primarily of cash and cash equivalants, short-lerm Investments, accounts
receivable, unbilled revenus and due from parent which are not collateralized. The Company limits
its exposure to credit loss by placing its cash and cash equivalents and shor-lerm investments with
high credit quality financial institulions. Concentralions of credit risk with respect to accounts
receivable and unbilled revenus are considered to be limited due to the credit quality of the
customers comprising the Company's customer bass.

The Company perlorms ongaing credit evaluations of its customers' financial condition to
determine the nead for an allowance for doubtiul accounts. The Campany has not experienced
significant credit losses to date. Accounts receivable was comprised of 22 customers at
December 31, 1999 and 12 customars at December 31, 1898.

The concentration of credit risk relating to the amount dus from the parent is considered
limited dus to the credit quality of the Company's parent. The Company's three largest cuslomers
repressntad 22%, 15% and 10% of the Company’s total revenus for 1999. As described in Note 1,
substantially all of the Company's revenues during the period ended December 31, 1998 were .
earned from construction sanvices provided to Ledcor.
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360networks Inc,
{formetly Worldw!de Fiber Inc.}
Motes to Consolidated Financlal Statements (Continued)
December 31, 1999 and 1998
(tabular amaunts expressed In thousands of U,S, dollars)

Deferred Income taxes

Significant components of the Company's delerred tax asset and liability are as {ollows:

1999 1998
S S
Deferred tax asset : -
Expenses not deductible in current pariod .. ....... 8,838 —
Tax loss caryforwards .. .. vevievni i nnn. 4,259 ' —_
Property and equipment. ... ovvi e ei v e e veen 7.556 1,088
Other it i ittt e e 185 185
. 20,878 1,273
Valuation allowanta . ..o vvev i v avnenes P — —
MNet deferred taxasset ... .ovvnnnnns eeerae 20,878 1,273
Deterred tax liabliity .
Property and equipment, . .. oo v e v it n e e e e 1,760 —_
FInancing COSIS o v v e v innrinrtanonnsnanns 1,313 —
3,073 —

Management belisves that, based on a number of faclors, it is more likely than not that the
deterred tax asset will be {ully utilized, such that no valuation allowance has been recorded,

12, Concentration of credit risk

Financial instruments that potentially subject the Company to a significan! concentration of
credit risk consist primarily of cash and cash equivalents, short-term investments, accounts
receivable, unbilled revenus and duse from parent which are not coliateralized. The Company limits
its exposure 1o credit loss by placing its cash and cash equivalents and shol-lerm investments with
high credit quality financial institutions. Concentrations of cradit risk with respect to accounls
receivable and unbilled revenue are considered 1o be limited dus to the credit quality of the
customers comprising the Company's customer base.

The Company psriorms ongaing credit evaluations of its customers' financial condition to
daterming the need for an allowance lor doubtful accounts. The Company has not experienced
significant credit losses 1o data. Accounts receivable was comprised of 22 customers at
December 31, 1999 and 12 customers at December 31, 15398.

The concentration of credit risk relating to the amount dus from the parent is considered
limited due to the credit quality of the Company's parent. The Company's three largest customers
represented 22%, 15% and 10% of lhe Company's tolal revenue for 1999. As described in Note 1,
substantially all of the Companys revenuas during the period ended December 31, ‘1998 were
earnad from construction services provided to Ledcor.
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{formerly Worldwlde Fiber Inc.)
Notes to Consolidated Financlal Statements {Continued)
December 31, 1899 and 1598
“(tabular amounts expressed in thousands of U.S. doliars)

Operating leases

The Company leases certain facilities and equipment usad in its operations under operating

leases. Future minimum lease paymenls under these lease agreements at Decamber 31, 1899 are
as follows:

2000 L e e e et §7,489
L $6,244
2002 L i i e i e e et $3,349
€ 51,153
2004 ..... t ettt ees it e ettt eennnn R T T TR 5 671

The Company pays Ledcar approximately $825,000 per year In connection with its lease of the
Toronto facilities. The lease expires in 2009.

Supply Agreements

On June 18, 1999, a subsidiary of the Company entered Into a supply agreemsant, with Tyco
Submarine Systems Ltd. ("Tyco") whereby Tyco will serve as the primary conlractor for the
Company's trans-Atlantic cable project called "'380allantic”, The initial contract price Is

approximately $607 million. The Company paid $214 million in the year ended December 31, 1999
on this contract, {1998—3NIL}

The Company has placed purchase orders of $27 million with suppliers of bandwidth
equipment.

CN/IC Agreements

On May 28, 1999, the Company entered into agresmenls with Canadian National Railway
Company (“CN") and lliinois Cenlral Railroad Company (*IC"} to license rights-ol-way &lorig certain
of their respactive rail transportation systems (the “Routes”). In connection with these license
agreemants, the Company formed subsidiary com_pan'les with CN (WFI-CN Fibse Inc.) and IC
{(Worldwide Fiber LLC} (the Company having a 75% interest and CN or IC having the remaining
25% interest) for the purpose of licensing the rights-ot-way from CN and IC &nd developmg the
projects along the Routes. :

15.. Subsequent events

Share Capital Reorganization

Concurrent with ths closing of a public offering, the Company will reorganize the share capital
as follows: the holders of existing Class B Subordinate Voling Shares will convert or exchange their
shares Into Class A Non-Voling Shares and all autharized but unissusd Class B Subordinate Volting
Shares wili be cancelled; the Series A NonVoling Preferred Shares wifl bs converted or exchanged
Into our Class A NonVoting Shares and &l of the autharized but unissued Series A Prefarred
Shares, Series B Preterred Shares and Serles C Preferrad Shares will be cancelled; the existing
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360networks Inc.
(fotmerly Worldwlde Fiber Inc.)
Notes to Consolidated Financlal Statements {Continued)
December 31, 1999 and 1998
" (tabular amounts expressed In thousands of U.S. dollars)

Operating leases .
The Company lezses certain facilities and equipment used in its operations under operaling

leases. Future minimum lease payments under these lease agreements at December 31, 1999 are
as follows:

L 57,489
L0 $6,244
2002 L. e i e s s er e e $3,349
L T §1,158
2004 Lt i it e es sttt $ 671

) The Company pays Ledcor approximatsly $825,000 per year In connection with its lease of the
Toronto facilitiss. Tha lease expires in 2008,

Supply Agreements

On June 18, 1899, a subsidiary of the Company entered Inlo a supply agreement, with Tyco
Submaring Systems Ltd, {"Tyco") whereby Tyco wilt serve as the primary contractar for the
Company's trans-Allantic cable project called "360at/antic”. The inilial contracl price is
approximalely $607 million, The Company paid $214 million in the year ended December 31, 1938
on this contract. (1998—SNIL)

The Company has placed purchase orders of $27 million with suppliers of bandwidth
equipment.

CN/IC Agreements

~ On May 28, 1999, the Company entered into agresments with Canadian National Railway _
Company ("CN") and lllinois Central Railroad Company (“IC") 1o license rights-of-way along certain
of their respective rail transportation systems (the "Routes”). In connection with thesa license
agresments, the Company formed subsidiary companiss with CN (WFI-CN Fibre Inc.) and I1C
{(Worldwide Fiber LLC) {the Company having a 75% interest and CN or IC having the remaining
25% Interast) for the purpose of licensing the rights-of-way from CN and IC and developing the
projects along the Roules.

15. Subsequent evenls

Share Capital Recrganization

Cancurrent with tha closing of a public offering, the Company will reorganize the share capltal
as follows: the holdsrs of existing Class B Subordinate Voling Shares will convert or exghange tr]eir
shares into Class A Non-Voting Shares and all authorized but unissued Class B Subordinate Voting
Shares will be cancslied; the Series A NonVoling Prelerred Shares will be converted of exchanged
into our Class A NonVoling Shares and all of the authorized but unissued Series A Preferr.ec!
Shares, Series B Preferred Shares and Series C Preferred Shares will be cancelled; the existing
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(formerly Worldwlde Fiber Inc.)
Notes to Consalidated Financial Statements {Continued)
December 31, 1999 and 1998
~ {tabular amounts expressed In thousands of U.S. dotiars)

36patlaniic credit facllity

The Company has entered Into a crédit agreement with certain lenders pursuant to which the
lenders have provided a credit facility totalling U.S. $565,000,000. ‘

Share split

On March 20, 2000, the Board of Directors appraved a two-for-ons share split of 2ll classes of
tha Company's stock. All share amounts In 1998 and 1999 have been presented on a posl-stock
split basis. :

Share {ssuances

Subsequent 1o December 31, 1999, the Company Issued 411,214 Class A NonNoling'Shéres
to a consultant of the Company. In addition, the Company will Issus additional Serles A Prelarred
Shares in conneclion with the purchase price adjustment: provisions of a subgcription agresmenl.

Name change '

On March 14, 2000, the Company changed its name from Worldwide Fiber Inc. 1o SspneMorks
inc. _ _
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360networks Inc.
(formerly Worldw!de Fiber Inc.)
Notes to Consclidated Financlal Statements (Continued)
, Degemher 31, 1999 and 1998
(tabular amounts expressed In thousands of U.S. dollars)

36Qallantic credit facility

The Company has entered into a credit agreemant with certain lenders pursuant to which the
lenders have provided a cradit facility totalling U.S. $585,000,000.

Share split

On March 20, 2000, the Board of Directors approved a two-for-one share split of all classes of
the Company's stock. All share amounts in 1998 and 1959 have been presented on a post-slock
split basis. :

Share [ssuances

Subsaquent to December 31, 1899, the Company issued 411,214 Class A Non-Voting Shares
10 & consullant of the Company. in addition, the Company wili Issue additional Serles A Prelerced -
Shares In connection with the purchase price adjustment provisions of & subscriplion agreement.

Name change

On March 14, 2000, the Company changad'its name from Worldwide Fiber inc. to 360nelworks
Inc.”
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